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contract through the insurance ar- 
rangements) might complicate the 
analysis. (WPM, having received in- 
surance proceeds in the same year as 
the payout and being on the accrual 
method with respect to the sale of in- 
ventory, presumably would recognize 
ordinary income on the sale of its in- 
ventory for $275,000 (less its tax basis 
in the furniture); report ordinary in- 
come on the receipt of the insurance 
proceeds (net of the insurance premi- 
um it paid), and have a corresponding 
deduction of the same nature with re- 
spect to the cash payouts to its Labor 
Day purchasers.) 

We think the proper view is that the 
purchase price rebate, although trig- 
gered by an event outside the control 
of either the seller or the purchasers, 
should nonetheless be characterized as 
a valid rebate and basis adjustment. 
Besides, we don’t have the heart to tell 
our fellow Chicagolanders that they 
may face a big tax bill just because da 
Bears finally shut out the much-hated 
Pack. 

Our readers might put their collec- 
tive feet up on the table, put down the 
remote, and consider a not-uncom- 
mon variant. Assume Dad brought col- 
lege-student Son into WFM on Labor 
Day weekend to purchase $2,000 of 
furniture to furnish Son’s off-campus 


apartment. Son goes off to school on 
Labor Day with the furniture (a gift 
from dear ol’ Dad). Dad is later noti- 
fied that he is to receive a WFM re- 
fund, thanks to da Bears. Dad no 
longer owns the furniture, and thus 
has no basis in the furniture, as he ear- 
lier made a gift of same to Son. Dad 
legally pockets the WFM refund, i.e., as 
a matter of property law his gift of the 
property to Son did not include an in- 
herent right to the WFM refund op- 
portunity. Does Dad now recognize 
taxable income, because he owns no 
assets for which he can reduce tax ba- 
sis? Alternately, if Dad does not recog- 
nize taxable income, does the rebate 
somehow translate into a reduction in 
Son’s basis in the furniture (since, at 
the time of purchase and immediately 
prior to the gift by Dad, the rights to 
the rebate originated from the pur- 
chase of the furniture)? If so, perhaps 
Son’s tax basis in the furniture is re- 
duced to zero, under Rev. Rul. 76-96, 
but Dad recognizes no income on re- 
ceipt of the cash (which he pockets). 
(We haven't extensively researched the 
issue; readers, have you come across 
this variant?) 

The latter result represents the 
more likely tax treatment of this vari- 
ant, given the substituted basis rules 
applicable to gifts under Section 


1016(b), which provides in relevant 
part that the donee’s substituted basis 
is adjusted by proper basis adjust- 
ments (e.g., depreciation) in respect of 
the period during which the property 
was held by the donor. Under that sec- 
tion and Reg. 1.1016-10, Son would 
take a tax basis in the furniture equal 
to Dad’s basis in the furniture after ad- 
justing Dad’s basis to reflect the rebate 
received by Dad from WFM under Rev. 
Rul. 76-96. (Query whether Section 
1016(b) may not literally be applicable 
because the basis adjustment occurs 
after, not during, the time Dad held the 
property. The refund and correspond- 
ing basis adjustment arguably do relate 
to the period “in respect of” which 
Dad held the property.) 

One further difference between 
Oprah’s and the furniture store’s give- 
aways: Oprah got Pontiac to give the 
cars away gratis as a promotion; WFM 
went out of pocket (either to pay for 
insurance, or if it had not done so, to 
refund the customer’s purchase pay- 
ments). That may prove that Oprah 
was smarter than WFM after all—she 
got her Pontiacs for nothing and her 
PR for free! 

We welcome our readers’ views on 
these issues (other than the rivalry be- 
tween da Bears and that other team). 
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